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BUSINESS OUTLOOK
DISCUSSION PAPER
West Michigan Beyond the Year 2000
Louis S. Jacobson
What will West Michigan be like beyond the year 
2000? Valuable insight into this question can be 
gleaned from reading Michigan Beyond 2000, a Hud 
son Institute report commissioned by the State 
Senate's Republican leadership. 1
The rationale for developing the report is well- 
stated in the executive summary:
Few people will agree with all of the premises 
and policies in this report, but citizens of 
Michigan have an overriding interest in 
reaching agreement on a strategy for the 
future. Too often in the past, partisanship and 
mistrust have made it difficult for the state to 
take action to respond to change.
Continued failure to agree on a course of ac 
tion will leave Michigan's future largely in the 
hands of decisionmakers in Tokyo and 
Washington or other state capitals. Debate, 
followed by decisions, will allow Michigan to 
shape its own future.
In order to develop a strategy for coping with the 
future, the report begins by summarizing key na 
tional and global trends, and then describes how 
these trends, in the absence of concerted effort to 
shape the future, will affect each region of our state.
What Are the Key Trends?
1. Increased growth of employment in service 
sectors and continued decline in manufactur 
ing employment.
2. Increased mobility of people, goods, and 
capital.
3. Increased desire for improvement in the 
quality-of-life.
4. Increased importance of human capital.
5. Decreased reliance on the federal government 
and greater reliance on the market economy 
and local government.
What Do These Trends Portend for the Future?
First, the shift to a service economy will confront 
areas with heavy concentrations of manufacturing 
with a major transformation problem. This problem 
will be exacerbated because high-paying service 
jobs generally require entrepreneurial skill or years 
of education and training. Thus, blue-collar workers 
displaced from manufacturing are likely to have 
their incomes substantially reduced. Older displaced 
workers, in particular, will face stiff competition 
from young workers who have had more time and 
resources to prepare for employment shifts and are 
willing to accept lower pay.
Second, out-migration will create a downward 
spiral that will be difficult to reverse. First, the 
ablest workers will relocate to areas where there are 
good jobs. Such migration will leave behind low- 
wage workers, the unemployed, and those too young 
or too old to work. This, in turn, will reduce the tax 
base and increase the demand for social services. 
Communities will have to either cut services or raise 
taxes. Either alternative would reduce the attrac 
tiveness of the area, further increasing out- 
migration.
In addition, areas that cannot increase the produc 
tivity of local business will find firms closing (or 
relocating) and import competition taking increas 
ingly large shares of their markets.
Third, the desire for improved quality-of-life will 
further disadvantage declining areas which also 
tend to be congested, have high crime rates, high
taxes, and little resources for social amenities. 
Workers and retirees will move to areas where life is 
more pleasant, and businesses will expand and 
locate in areas that offer workers and management 
opportunities to enjoy their leisure.
Fourth, improvements in the education system at 
all levels will be necessary for workers to meet in 
creased competition. A key trend noted in the report 
is that Michigan's per capita education expen 
ditures fell from 32 percent above the national 
average in 1970 to only 10 percent above average in 
1983. (In large part this was due to increased expen 
ditures in the South and West.) In contrast, welfare 
expenditures in Michigan grew at almost twice the 
national average rate since 1970, and rose to 29 per 
cent above the national average in 1983.
These trends are disturbing evidence of the 
downward spiral described above. Increases in 
social services needed to offset declines reduced the 
state's ability to match increases in human capital 
expenditures of other areas, reducing prospects for 
long-run growth.
Fifth, resources to counter declining trends are 
unlikely to come from the federal government. 
There is no longer a clear national concensus favor 
ing programs to develop poorer areas. In part this 
reflects the "success" of earlier efforts. Regional dif 
ferences in wealth and infrastructure have declined 
dramatically. (For example Michigan's per capita in 
come was 83 percent greater than Georgia's in 1943 
but is only 10 percent greater today.)
But in part this reflects a change in values. As 
stressed in Michigan Beyond 2000, individualism 
and reliance on the market are now deemed core 
social values. Although it may be ironic, the 
strongest opposition to redevelopment efforts 
(which would now tend to benefit Northeastern 
cities) comes from the South and West—regions 
which benefited most from federal efforts to build 
railroads, irrigation and power projects.
How Will These Trends Affect West Michigan?
Most of the above trends are positive for West 
Michigan. Grand Rapids, and to only a slightly 
lesser extent Kalamazoo, are especially well- 
positioned to reap enormous benefits from emerging 
patterns.
Our area has a diverse economy. Manufacturing 
focuses on office furniture, health care products, and 
processed food—all items which will be in high de 
mand in the year 2000.
In addition, we have a well-educated, highly 
motivated workforce—probably the single most im 
portant asset required to compete in a "post- 
industrial" economy.
Finally, the quality-of-life is unusually good. Low 
population density and access to Lake Michigan and 
many beautiful smaller lakes and parks make this 
an outstanding area for outdoor enjoyment in all 
seasons. Cultural activity is also plentiful and equal 
to that of any area of similar size. What's more, 
Chicago, which has blossomed into a world-class 
cultural center, is nearby.
To maintain balance, I must note that all is not 
rosy. West Michigan has considerable employment 
in the auto industry and other industries producing 
consumer durables with shaky futures. Muskegon 
and Benton Harbor, in particular, will likely have to 
alter substantially their industrial mix in order to 
prosper.
In contrast, Grand Rapids and Kalamazoo, which 
both have major General Motors plants, are less im 
periled. GM is planning to invest considerable funds 
to modernize and maintain these facilities. Even if 
the plants closed, however, the rest of the economy 
in these areas is likely to grow sufficiently to even 
tually absorb much of the dislocation. (This con 
trast, by the way, is a good example of how much 
more difficult it is to handle a setback in a declining 
area than manage a setback in a growing environ 
ment.)
A second problem is that West Michigan must 
compete, not just with the Midwest and Northeast, 
but with areas in the South and West. These areas 
possess a number of advantages. The quality-of-life 
in many of these areas rivals ours, they have a more 
modern infrastructure, and perhaps most important 
they have better weather. "Michigan Beyond 2000" 
emphasizes that keeping retirees in Michigan (and 
attracting retirees from neighboring states) could be 
a major source of growth for West Michigan. They 
preference of many retirees for warmer climates is 
one of the few factors which reduces the attrac 
tiveness of our area to this group.
In addition, energy costs are much lower in more 
moderate climates. This stretches the consumer's 
dollar because less has to be spent for heating, in 
sulation, and clothing. Obviously, energy costs are 
lower for business as well.
Michigan Beyond 2000 notes that not only is the 
quantity of energy used in Michigan high, but the 
price of electricity is high as well. It is close to 30
percent above the national average, and even more 
out of line with rates in neighboring Ohio and 
Indiana. Although costs are lower in West Michigan 
than in Southeast Michigan, we may lose some of 
our advantage because of problems with the 
Consumers Power Midland nuclear generating 
plant.
A third problem is coordinating the activities of 
separate governments within the same local 
economy. This is a central problem for Detroit, 
where most growth occurs beyond the city limits, 
but it is also relevant in West Michigan cities. Clear 
ly, intergovernmental cooperation is a major issue 
in Kalamazoo, and the report claims that even in 
Grand Rapids, which otherwise is described in ex 
traordinarily glowing terms, "cooperation is far 
from perfect."
The Hudson Institute selected Grand Rapids, 
Traverse City, and Detroit for in-depth study to 
compare and contrast conditions across Michigan's 
three major geographic divisions. Their summary of 
the situation in Grand Rapids is also a good sum 
mary of the prospects for West Michigan as a whole.
A favorable business cost climate (relative to 
other Michigan locations), cooperation among 
governments and between government and 
business, natural and cultural amenities, and a 
variety of other factors can result in a period of 
sustained growth in the Grand Rapids area for 
the next two decades. Net employment growth 
in the region is likely to be at about the na 
tional average, approximately one percent a 
year, over that period. Grand Rapids will be 
faced with a long-term structural adjustment, 
as a result of its current concentration in autos 
and related businesses, but it is better posi 
tioned to manage that structural change than 
virtually any other area in the state.
How Will West Michigan Compare to Other Areas?
It is clear that the "problems" created by current 
trends will place the city of Detroit in a position 
where it must change in order to prosper. Ironically, 
the heaviest cost will fall on individuals with meager 
resources for coping with the transition—low- 
skilled, poorly educated workers employed in low- 
wage service industries supported primarily by in 
comes generated in auto-related production. Those 
directly employed in auto production will also ex 
perience difficulty, but amelioritive arrangements 
embodied in union contracts will substantially 
soften the blow.
Indications are that growth will be strong in 
many of Detroit's suburbs and Ann Arbor. These 
areas are becoming centers for the development of 
"smart" machine tools and other high-tech pro 
ducts. Thus, one key issue is what's often called 
"the hole in the donut problem": Can a major 
metropolitan area prosper with a declining core?
As for the northern sections of Michigan, the 
report notes that the area will benefit from current 
trends. The high quality-of-life offered in places such 
as Traverse City is a major asset. Such areas will 
become increasingly attractive to retirees, tourists, 
and new firms that will no longer be tied to areas 
which formerly offered "locational advantages."
In summary, Michigan Beyond 2000 does an ad 
mirable job of outlining the future faced by 
Michigan. In many ways, the analysis is more hard 
hitting and honest, particularly about black-white 
problems in Detroit, than is usually found in such 
documents. In my view, the report provides a solid 
basis for making policy choices.
Policy Options
Michigan Beyond 2000 suggests a number of 
ways government can foster growth and help the 
labor force adjust to change. Suggestions focus on 
three main areas:
1. Building an infrastructure that will support 
growth, primarily by improving education and 
training, medical care, and transportation.
2. Countering the decline in durable goods 
manufacturing, primarily by improving the 
technological base, as well as labor- 
management relations.
3. Increasing the efficiency of government.
The suggestions follow logically from the trends 
outlined above. Although each of the goals is clearly 
important, the importance given to reversing 
declines (primarily in autos and associated in 
dustries) rather than attracting faster growing in 
dustry might seem surprising. The emphasis on 
durable goods manufacturing is well-placed, 
however.
First, it makes sense to expand in an area of tradi 
tional strength. Michigan's comparative advantage 
may be slipping, but it is not gone entirely. In fact, 
there is every reason to believe that there are feasi 
ble solutions to current problems which would allow
Michigan to remain the center for domestic auto 
production and expand the machine tool industry. 
(But, as the report correctly emphasizes, it is equal 
ly true that if the problems are not solved, Michigan 
will lose its position to other areas.)
Second, attracting other types of business is like 
ly to be less feasible (and less desirable). One prob 
lem is that growth in many areas has been based on 
expansion of low-wage industries far below 
Michigan's current wage scale. Taking the steps 
needed to encourage growth of these low-wage in 
dustries would be difficult and painful indeed.
The Importance of Automobile and Durable 
Goods Manufacturing in West Michigan
It is also worth noting that we in West Michigan 
have a major stake in seeing the auto and related in 
dustries prosper. Muskegon and Benton Harbor 
face restructuring problems that are similar to 
Detroit's, although less severe. Even Kalamazoo 
and Grand Rapids would be much better off with a 
vibrant durable goods sector.
In addition, the indirect costs of decline in the key 
sector are large, possibly even larger than the direct 
costs. The last recession demonstrated that massive 
declines in durable goods manufacturing can lead to 
substantial tax increases to aid those adversely af 
fected. In addition to imposing short-term costs, tax 
increases have a negative effect on the general 
business climate and reduce prospects for long-term 
growth.
Similarly, the inability to resolve auto-related 
labor-management problems increases the chances 
that firms will expand and locate in areas where 
there is greater cooperation. (Put another way, in 
the long run, business will pay high wages only for 
highly productive, cooperative, well-motivated 
workers.) Since the West Michigan workforce is con 
siderably more unionized than those in competing 
areas, it would be much to our advantage if 
unionization was viewed as an asset rather than a 
stigma.
Because direct and indirect transition costs will 
be high for us in West Michigan, what happens, or 
fails to happen, in autos and related industries is im 
portant to us. It is not farfetched to conclude that 
stimulating growth in autos and similar industries 
would be the single most important step gov 
ernment could take to improve life in West 
Michigan.
Need for In-Depth Analysis of Specific Policies
Although Michigan Beyond 2000 describes 
specific government actions to spur growth, the op 
tions are not presented in sufficient detail to 
evaluate their efficacy. The details are extremely im 
portant and, as the report makes clear, should be 
thoroughly explored. In the absence of well- 
reasoned, factual arguments supporting specific 
policy initiatives, partisanship and mistrust can be 
engendered—the specific tendencies the report 
wanted to counter.
The document's main value is in providing a 
coherent set of priorities. The report is right on 
target in emphasizing the importance of raising 
public awareness of the issues and developing an 
agenda for action.
Despite considerable controversy surrounding 
funding of the report by the Senate Republican 
leadership, and despite some unnecessary polemical 
language in the report, the basic message is nonpar- 
tisan. Almost every conclusion about Michigan's 
future and where policy should be focused in 
Michigan Beyond 2000 is also reached in The Path 
to Prosperity—a report issued in late 1984 in 
response to a request from the executive branch. 2 
(The report was largely written by a group of 
Michigan university professors chaired by Doug 
Ross, Director, Michigan Department of 
Commerce.)
A key value of both reports is the emphasis on the 
danger of complacency. We shouldn't be mislead by 
the recent recovery in autos. The long-term pros 
pects are for declines that are unlikely to be reversed 
without concerted action.
Both reports demonstrate that there is 
widespread agreement on the most desirable 
scenario for Michigan and a clear need for action, 
but neither demonstrates that government interven 
tion can turn the tide. Despite the call in Michigan 
Beyond 2000 to invest more and spend less on 
transfers, it could turn out that suggested in 
vestments would not be profitable, and that offset 
ting the costs of economic transformations with 
transfer programs would be a wiser policy. The 
returns on every expenditure must be carefully 
assessed. Having the will to "do something" is only 
half the battle.
Ultimately, the issue is not one of goals but 
means. Michigan Beyond 2000 forcibly makes the
point that unless the auto industry or other durable 
goods manufacturing industries prosper in 
Michigan, we will see a painful period of slow net 
growth and major reductions in the standard of liv 
ing of large segments of the population. The central 
issue is whether government intervention can tip 
the balance towards growth.
Limits to What Government Can Do
There is a natural tendency for policy analysts to 
conclude a report with a number of "workable solu 
tions." These rosy statements are often based on a 
desire to demonstrate that government can lead 
citizens to a bright tomorrow.
But realistically, government works best when its 
actions are based on a collective desire to solve a 
problem and a willingness to bear the necessary 
costs. Although all of us in Michigan have a major 
stake in the improvement in the auto industry, we 
cannot compel the industry to modernize. (More fun 
damentally, it is an open question whether we would 
know what to do even if we could compel the in 
dustry to change.) Similarly, we cannot compel 
labor and management to work together to 
cooperatively revitalize the industry.
Further, expansion of manufacturing industries 
which could place Michigan at the center of the 
robotics industry probably depends on the expan 
sion of small firms just now beginning to be pro 
fitable and the creation of firms not even in ex 
istence today. The ability of government to in 
tervene directly in this type of situation is probably 
even less than it would be in dealing with an 
established industry.
This is not to suggest that government cannot 
contribute to growth. For example, the State of 
Michigan offered an outstanding package to sup 
port the Saturn project. The issue is one of em 
phasis. Government can help business, labor, and 
communities to achieve goals, but the primary 
burden can only be carried by these groups. In my 
view, neither report made the limits of government 
assistance sufficiently clear.
Lessons from Boston and Pittsburgh
Prior experience with economic development in 
other areas of the U.S. (which was not discussed in 
detail in either report) strongly suggests that 
development of new industry is far easier and 
smoother than transforming old industries.
Massachusetts is often pointed to as a shining ex 
ample of successful redevelopment. In that state a 
thriving computer industry replaced moribund tex 
tile and apparel plants. The transformation was 
slow and painful, however, and largely accomplished 
without government assistance.
Most experts agree that this transformation was 
based on a traditional New England 
strength—Yankee ingenuity. It is not farfetched to 
believe that the entrepreneurs who pioneered 
development in the computer field are precisely the 
same types of individuals who pioneered develop 
ment of the textile weaving and power generating 
equipment that established New England as the 
world leader in manufacturing.
It is possible that the same types of individuals 
who pioneered what is known worldwide as "Detroit 
Automation" will become leaders in producing 
"smart machines" which will be essential to tomor 
row's factories. But even the difference in the names 
of the University of Michigan and the 
Massachusetts Institute of Technology suggest 
that the necessary links between academia and the 
business world are stronger in Cambridge than Ann 
Arbor.
A second notable success story is Pittsburgh. 
Here steel, the traditional mainstay of the economy, 
has remained, but Pittsburgh has thrived because it 
was able to add high-tech manufacturing and ser 
vices. As in Boston, the role of local universities is 
important. Although Carnegie Tech is now part of 
Carnegie-Mellon, the basic orientation of the univer 
sity is similar to MIT's.
But perhaps an even stronger asset of Pittsburgh 
is the determination of business and labor leaders to 
improve the business climate. In a period where 
threats to the survival of the steel industry were far 
less potent than they are today (and far less ap 
parent than similar threats to the auto industry), 
the people in Pittsburgh developed plans to clean up 
their city and modernize the steel industry. The 
same type of cooperation that cleaned up Pitts 
burgh was instrumental in attracting new industry 
and holding on to a high percentage of domestic 
steel production.
Can Detroit follow the example of either Boston or 
Pittsburgh? Or will it follow the pattern of Britain, 
where leadership in basic research has rarely led to 
leadership in production, and labor-management 
relations have almost totally deteriorated?
More specifically, can Michigan universities 
develop an entrepreneurial spirit and derive prac 
tical applications from outstanding basic research 
programs? Will labor and management spend more 
time blaming each other for failure to cooperate 
than making the concessions needed to work 
together? As a result, will the Big-Three auto pro 
ducers shift production to other states and other 
countries, and labor pursue high-wages and high 
levels of compensation for job loss, without taking 
steps to raise productivity? I suspect that we will 
know the answers to these questions by the year
2000, but I would be surprised if government played 
more than a supporting role in determining the out 
come.
NOTES
1. To obtain a copy of Michigan Beyond 2000, contact Jerry 
Crandall, deputy chief of staff, Republican Caucus, Michigan 
State Senate, 720 Farnum Building, Lansing, Michigan 48909, 
or call (517) 373-6956.
2. To obtain a copy of The Path to Prosperity contact Lou 
Glazer, deputy director, Michigan Department of Commerce, 
P.O. Box 30004, Lansing, Michigan 48909, or call (517) 373-7482.
The BUSINESS OUTLOOK
for WEST MICHIGAN
Shift in Focus of West Michigan Growth
Phyllis R. Buskirk
Economic activity should increase at a moderate pace in West Michigan over the next three to six 
months. The downward drift in manufacturing employment will continue to be offset by increases 
in the service sector. Tourism should blossom, stimulating growth throughout the region. Growth 
in Battle Creek and Muskegon may surpass that in other areas.
First-Quarter Economic Activity 
The National Economy
Economic growth picked up in the first quarter. 
Real Gross National Production (GNP) increased at 
a moderate annual rate of 3.2 percent, a substantial 
improvement over the 0.7 percent growth rate 
achieved in the fourth quarter of last year. This 
repeated a quarter-to-quarter pattern of slow-to-no 
growth followed by an upturn which began in 
mid-1984.
The first-quarter increase was due in part to the 
strength of residential construction, which increas 
ed by 13.5 percent (mostly construction of single- 
family homes). In contrast, nonresidential construc 
tion declined by 10.1 percent, although commercial 
building construction increased. Low oil prices 
coupled with a weaker dollar improved the trade 
balance. The dollar value of imports declined and ex 
ports increased.
On the domestic scene, there were signs that 
growth was slowing. Wholesale and retail trade in 
ventories both rose. Auto sales improved, but fell 
short of last year's pace. Consumer purchases of 
cars were higher, but business investment in trucks 
fell short of the high set in the fourth quarter of 
1985. Expenditures on other durable goods were 
relatively unchanged.
Purchases of nondurable goods increased a 
healthy 7.5 percent in the first quarter. Food, 
clothing, and shoes all registered above average in 
creases. Energy expenditures fell as a result of 
dramatic reductions in petroleum prices and 
unseasonably mild weather, but increases in air 
travel and stock brokerage fees helped push up total 
spending on services.
Real disposable income increased by 5.5 percent. 
The rate of increase of personal income accelerated 
relative to last quarter. Wages and salaries increas 
ed at a lower rate, primarily as a result of reductions 
of hours in manufacturing. On the other hand, taxes 
decreased, and transfers such as social security in 
creased due to cost of living adjustments. The in 
crease in disposable income, plus a small decrease in 
the spending rate, raised the savings rate to 4.3 per 
cent of disposable income.
Employment Trends
Employment in the nation increased at a healthy 
pace in the first quarter. Nonmanufacturing 
employment grew the most, while manufacturing 
gains were more moderate. Government employ 
ment, however, declined a bit. The changes were as 
follows:
Total jobs ........................ 0.8 percent
Manufacturing .................. 0.3 percent
Nonmanufacturing .............. .0.9 percent
Government ................... -0.04 percent
The slight slippage in government jobs could be 
partly in response to the Gramm-Rudman-Hollings 
bill. Whatever the cause, it represents a return to 
the downward trend in the public workforce which
began in 1981. That decline was interrupted by job 
additions in 1984 and 1985.
The civilian labor force continued to grow steadi 
ly, but employment growth was uneven over the 
quarter. As a result, unemployment moved up in 
February and then down in March. For the first 
quarter as a whole, the unemployment rate averaged 
7.1 percent, 0.1 percentage point above the fourth- 
quarter rate. Initial claims for unemployment in 
surance rose 0.2 percent above the fourth-quarter 
rate, suggesting that manufacturing layoffs have in 
creased.
The Conference Board's Index of Help-Wanted 
Advertising for the first quarter fell 1.4 percent. 
This suggests that the pace of employment growth 
will be reduced by the end of the summer.
The Michigan Economy
Economic activity has been relatively strong in 
Michigan. Employment has increased in each of the 
last 13 quarters. This growth has largely been due 
to the recovery of the auto industry from the depths 
of one of the worst declines in history. In the first 
quarter of 1986, however, the auto industry suffered 
a setback. As a result, manufacturing employment 
fell rather sharply (0.9 percent), and hours fell by 0.1 
percent.
Michigan unemployment approached 400,000 
workers (8.8 percent of the workforce) in the first 
quarter. Because most auto workers qualify for 
unemployment insurance (UI), initial claims shot up 
4.1 percent. That translates to a total of 7,900 new 
claims, 7,000 of which were due to layoffs in 
transportation manufacturing industries.
Meanwhile, the nonmanufacturing sector 
employed an additional 12,600 workers, 0.6 percent 
of the total workforce, and government employment 
declined by 0.3 percent. Thus, the very small net 
change in employment in Michigan concealed major 
changes in key sectors.
A Note About Our Base Year Revision
Prior to 1986, the U.S. Bureau of Economic 
Analysis (BEA) published statistics on real GNP 
measured in 1972 dollars. That is, current GNP 
figures were deflated by the change in prices since 
1972. This price deflator was 231.9 for the third 
quarter of 1985.
BEA has now switched to a price deflator based 
on the value of the dollar in 1982. This deflator was
112.7 for the third quarter of 1985. The switch had 
the effect of measuring real GNP in "constant" 
dollars which are close in value to current dollars. 
Since we can readily evaluate the purchasing power 
of current dollars, this change produced a more 
meaningful measure of real GNP.
The Institute, therefore, has also switched to the 
1982 deflator. This makes our deflated measures for 
West Michigan comparable to deflated measures 
produced by the federal government. The base year 
for our Index of Leading Indicators and Index of 
Help-Wanted Advertising was switched to 1982 as 
well.
The Outlook for West Michigan
Growth is likely to continue at a moderate pace in 
West Michigan in the second and third quarters. 
The Index of Help-Wanted Advertising points to 
relatively strong growth in the service sector. 
Manufacturing employment should drift downward, 
particularly in Grand Rapids and Kalamazoo. Only 
the Battle Creek area is likely to experience an in 
crease in manufacturing employment. In contrast, 
only Kalamazoo is likely to see a decline in non- 
manufacturing employment.
Table 1
Economic Activity Measures 
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SOURCE: The Institute, 
a. Adjusted for seasonal variations.
b. See appendix tables for detail on local and national com 
ponents.
Low interest rates, major increases in the value of 
stocks, lower expenditures for fuel, and lower taxes 
should all increase disposable income. Spending, 
particularly home buying, is likely to remain strong 
as most residents feel secure about their jobs. At the 
same time, consumers will also increase savings and 
reduce debt.
Chart 1
Index of Leading Indicators and
Index of Help-Wanted Advertising
West Michigan, 4 Metro Areas
(1982=100)





78 80 82 84 86
SOURCE: The Upjohn Institute. Dates of recessions from Na 
tional Bureau of Economic Research, Inc. 
NOTES: For first quarter of 1986, Index of Leading In 
dicators =125 and Index of Help-Wanted Advertising=214. 
Shaded areas indicate national recessions. Dates of turnaround: 
P=peak, T=trough.
Lower fuel prices and reductions in air and train 
fares should increase travel. West Michigan is likely 
to gain from increased tourism in the remaining 
months of this year.
Multifamily Housing Demand
With mortgage rates low and home sales pro 
ceeding at a rapid pace, demand for new construc 
tion in the West Michigan area appears high. 
Results from recently completed vacancy rate 
surveys for Grand Rapids and Kalamazoo support 
this belief. The market for multifamily housing in 
both areas is very tight. Even when the number of 
units under construction is added to the calculation, 
it appears that demand for housing in these two 
areas is well above demand in the nation as a whole.
These surveys are carried out by the United 
States Postal Service under contract with the 
Federal Home Loan Bank. Full figures for Grand
Rapids and Kalamazoo are included in the in 
dividual area write-ups. When analogous surveys 
for other areas are completed, we will publish those 
results as well.
Purchasing Management Survey
Responses from a nationwide panel of 250 pur 
chasing managers are gathered by the National 
Association of Purchasing Managers (NAPM). Each 
manager is asked to indicate the direction of 
changes over the past month—whether conditions 
were better, worse, or remained the same. The pro 
portion of the total sample that responded in a 
positive fashion is seasonally adjusted and a com 
posite leading index created.
The NAPM index for the first quarter of 1986 is in 
the favorable range. This suggests that production 
in the upcoming months will remain steady or in 
crease. The index, however, fell 1.5 percent relative 
to the fourth quarter. This slight decline suggests 
that strong growth is unlikely.
The NAPM index was pulled down by its employ 
ment and purchased materials components. It is 
possible that these declines were not due to slacken 
ing growth, but a result of improvements in labor 
productivity due to technological change and im 
proved inventory control, both positive signs for 
future growth.
Responses from three local surveys can also be ag 
gregated to form an index similar to the NAPM in 
dex. Unfortunately, we are not yet able to seasonal 
ly adjust the local responses. We can, however, 
make some observations about the movement of the 
overall index by comparing its current value to the 
value one year ago.
The local index increased 4.5 percent in the first 
quarter relative to the index of one year ago. This in 
crease was even greater than the 3.9 percent in 
crease generated by the (unadjusted) national index. 
This suggests that the prospects for growth in 
manufacturing have increased in West Michigan 
(over a year ago) and have improved more rapidly in 
our area than for the nation as a whole.
A Note About Seasonally Adjusted 
and Unadjusted Figures
In order to avoid confusing seasonal changes with 
underlying secular trends, data must be seasonally 
adjusted. Thus, whenever possible, we discuss 
seasonally adjusted figures.
Our readers, however, may wish to compare infor 
mation from their own firms, which is not seasonally 
adjusted, to measures reported in Business Outlook. 
Because comparisons between seasonally adjusted 
and nonadjusted figures are generally misleading, 
we include tables of monthly unadjusted data for 
West Michigan and each metro area. In this issue, 
we present unadjusted figures for March 1986, 
December 1985, and March 1985.
We want to stress that it is the difference in 
growth patterns in your business and growth pat 
terns in our tables of unadjusted figures which pro 
vide meaningful comparisons. The tables with unad 
justed figures are not designed to be compared to 
tables with seasonally adjusted figures. Seasonal 
adjustments are often so substantial that the differ 
ence in a given variable, such as total employment, 
over a three-month period with and without sea 
sonal adjustment can reverse sign and be radically 
different in absolute value. The reader is likely to be 
puzzled by such differences, and is cautioned to use 
only the adjusted figures to draw inferences about 
changes in growth from one quarter to the next.
Table 2 
West Michigan Statistics for Selected Months
Leading indicators: 
Average weekly hours .....
UI initial claims ..........








Percentage point change . .











































































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Indexes from the Upjohn 
Institute. Other data from the Michigan Employment Security Commission.
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The BUSINESS OUTLOOK
for the BATTLE CREEK AREA
Battle Creek was the only West Michigan metro 
area that experienced strong employment gains in 
the first quarter of 1986. All but the governmental 
sector grew at a relatively fast pace. In addition, the 
local Index of Leading Indicators and the local In 
dex of Help-Wanted Advertising both moved to 
higher levels. As a result, economic growth in this 
metro area should continue to gain strength well 
past the second quarter of this year.
Chart BC
Index of Leading Indicators and
Index of Help-Wanted Advertising
Battle Creek Metro Area
(1982=100)
•wo
Leading indicators __ 
(left scale)
Help-wanted ads ..... 
(right scale)
78 80 82 84 86
SOURCE: The Upjohn Institute. Dates of recessions from Na 
tional Bureau of Economic Research, Inc.
NOTES For first quarter of 1986, Index of Leading In- 
dicators=140 and Index of Help-Wanted Advertising=188. 
Shaded areas indicate national recessions. Dates of turnaround: 
P=peak, T=trough.
As shown in Table BC-1, private nonmanufactur- 
ing jobs increased a hefty 2.3 percent. Retail trade 
led the increase, much of which probably was for 
staffing of new commercial facilities. A number of 
commercial construction projects are underway in 
the Battle Creek area. The most widely publicized 
completion was McCamly (Festival Market) Place. 
Substantial hiring preceded the April opening.
In addition, business activity also was favorably 
affected by an influx of people eager to see the 
Kellogg factory before tours were terminated. 
Former guides were called back to help handle the
crowds. The demand for all types of travel services, 
especially food and accommodations, increased 
dramatically.
Table BC-1
Economic Activity Measures 
for Battle Creek Metro Area
Percent change 
qtr. to qtr. 
1985 1986 





Total.... . . . .. .......
Number unemployed .....
Unemployment rate
Percentage point change . .
Leading indicators: 
Average weekly hours .... . 
UI initial claims .... . . 
New dwelling units ......
Battle Creek indexes: 



























SOURCE: The Institute, 
a. Adjusted for seasonal variations.
b. See appendix tables for detail on local and national com 
ponents.
The above events help explain why the Index of 
Help-Wanted Advertising for Battle Creek was 
driven to unusually high levels. In fact, that index 
jumped almost 11 percent in the first quarter of 
1986 relative to the fourth quarter of 1985. Time 
will tell whether the upward trend will be sustained, 
but clearly the area has received a major boost, and 
downtown a vibrant new facility.
The Index of Leading Indicators for the Battle 
Creek metro area also rose. This indicates that 
manufacturing is likely to share in the growth. UI 
claims declined, hours worked increased, and con 
tracts for new dwelling units rose from the rock bot 
tom levels of the fourth quarter. These local 
measures were also bolstered by favorable trends in 
three of the four national components.
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The BUSINESS OUTLOOK
for the GRAND RAPIDS AREA
Job growth stalled in the Grand Rapids metro 
area in the first quarter of 1986—a rare event. In 11 
out of the last 13 quarters, increases in the service 
sector had pushed up total jobs. Even nonmanufac- 
turing employment declined in the first quarter of 
1986, however. Nevertheless, the unemployment 
rate continued to decline, housing demand remained 
high, and nonmanufacturing employment should re 
bound.
Chart GR
Index of Leading Indicators and
Index of Help-Wanted Advertising
Grand Rapids Metro Area
(1982=100)
Leading indicators ___ 
(left scale)
Help-wanted ads ..... 
(right scale)
330
78 80 82 84 86
SOURCE: The Upjohn Institute. Dates of recessions from Na 
tional Bureau of Economic Research, Inc. 
NOTES: For first quarter of 1986, Index of Leading In- 
dicators=125 and Index of Help-Wanted Advertising=235. 
Shaded areas indicate national recessions. Dates of turnaround: 
P=peak, T=trough.
New dwelling units under construction contract, a 
leading indicator, declined from the exceptionally 
high levels of 1985. This most likely means demand 
has only cooled slightly. Mortgage rates are still 
low, and home sales are proceeoUng at a rapid pace. 
Further, housing in Grand Rapids remains in short 
supply, according to recent vacancy data from the 
Federal Home Loan Bank of Indianapolis.
Grand Rapids Vacancy Rates 
March 1986
Existing units . . . 















Given the large number of units under construc 
tion in 1985, rates are amazingly low. They also 
compare favorably to the national 6.3 percent 
vacancy rate for rental units and 1.8 percent for 
owner occupied homes for the fourth quarter of 
1985.
Hours worked in manufacturing increased in the 
first quarter in Grand Rapids. This is evidence that 
employers in growing sectors are cautious about hir 
ing new employees. They prefer to pay wage 
premiums, and avoid fixed costs of adding workers, 
until the permanancy of demand increases is 
demonstrated.
Table GR-1
Economic Activity Measures 
for Grand Rapids Metro Area
Percent change 
qtr. to qtr. 
1985 1986 
Measure IV to I
Jobs: 
Manufacturing . ..... ...
Total.. .. ....... .. ..
Unemployment rate ........
Percentage point change . .
Leading indicators: 
Average weekly hours . . .
New dwelling units .....
Grand Rapids indexes:


























SOURCE: The Institute, 
a. Adjusted for seasonal variations.
b. See appendix tables for detail on local and national com 
ponents.
The Index of Leading Indicators drifted 
downward, despite the increase in hours worked. 
The index fell because of increases in initial UI 
claims and a decrease in contracts for construction 




Battle Creek Statistics for Selected Months
Leading indicators: 
Average weekly hours .....
UI initial claims ..........








Percentage point change . .







































































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Indexes from the Upjohn 
Institute. Other data from the Michigan Employment Security Commission.
Table GR-2 
Grand Rapids Statistics for Selected Months
Leading indicators: 
Average weekly hours .....
UI initial claims ..........








Percentage point change . .







































































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Indexes from the Upjohn 




for the KALAMAZOO AREA
Overall employment increased by only 0.2 percent 
in the Kalamazoo metro area during the first 
quarter of 1986, but this growth pushed employ 
ment to a new all-time high. The unemployment rate 
for the quarter remained relatively low at 6.1 per 
cent. The housing market was very strong, with few 
existing homes vacant, turnover rapid, and the 
volume of new construction high. The future is less 
certain, however. Both local predictive indexes have 
declined.
Chart K
Index of Leading Indicators and
Index of Help-Wanted Advertising
Kalamazoo Metro Area
(1982=100)
Leading indicators _ 
(left scale)
Help-wanted ads .... 
(right scale)
SOURCE: The Upjohn Institute. Dates of recessions from Na 
tional Bureau of Economic Research, Inc. 
NOTES: For first quarter of 1986, Index of Leading In- 
dicators=123 and Index of Help-Wanted Advertising=205.
Shaded areas indicate national recessions. Dates of turnaround: 
P=peak, T=trough.
As shown in Table K-l, manufacturing employ 
ment increased by 0.1 percent, a very good sign. 
Nonmanufacturing employment growth was 0.4 per 
cent, and government employment declined by 0.2 
percent.
The Index of Leading Indicators declined by 1.5 
percent. One component, new dwelling units, fell 
44.2 percent. While that looks like an extreme 
swing, it is not so unusual for an area of this size and 
population. It does raise an important question, 
however. Is there still enough demand for housing 
to warrant the building of additional units?
Table K-l
Economic Activity Measures 













Number unemployed . .....
Unemployment rate .... .
Percentage point change
Leading indicators: 
Average weekly hours . 
UI initial claims .......
New dwelling units . . .
Kalamazoo indexes: 
Leading indicator" .... . 
























SOURCE: The Institute, 
a. Adjusted for seasonal variations.
b. See appendix tables for detail on local and national com 
ponents.
According to results of the Federal Home Loan 
Bank survey shown below, relatively few units are 
vacant in this metro area. So the housing market is 
tight and a surplus does not exist.
Kalamazoo Vacancy Rates 
February 1986
Existing units . . 















As in Grand Rapids, these figures compare 
favorably with national vacancy rate statistics.
Ever since interest rates went down (see Appen 
dix Table A-6), sales of houses in this area have ex 
ceeded prerecessionary levels. In addition, lower 
loan rates have also increased the feasibility of com 
mercial residential ventures. Site work for one pro 
ject with 156 new units began at the end of the first 
quarter. This will bolster activity in the Kalamazoo 
area during the second quarter.
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The BUSINESS OUTLOOK
for the MUSKEGON AREA
Employment in Muskegon increased during the 
first quarter of 1986. Nonmanufacturing employ 
ment grew substantially and reached an all-time 
high. Upward movement of the Index of Help- 
Wanted Advertising (see Chart M) suggests that 
nonmanufacturing employment will continue to in 
crease. Growth will be further spurred by comple 
tion of several development projects this spring, 
just in time for an influx of conventioneers and vaca 
tioners. Clearly, Muskegon's economy is responding 
to local development efforts.
Chart M
Index of Leading Indicators and







78 80 82 84 86
SOURCE: The Upjohn Institute. Dates of recessions from Na 
tional Bureau of Economic Research, Inc. 
NOTES: For first quarter of 1986, Index of Leading In 
dicators =124 and Index of Help-Wanted Advertising=151. 
Shaded areas indicate national recessions. Dates of turnaround: 
P=peak, T=trough.
As shown in Table M-l, job gains were accom 
panied by a hefty decline in the number of 
unemployed persons. The seasonally adjusted 
unemployment rate for the first quarter of 1986 was 
0.7 percentage points lower than that of the fourth 
quarter of 1985.
Lift-Tech International recently purchased the 
Crane and Hoist Division of Dresser Industries. 
Operations were hardly interrupted as the union and 
new owner reached agreement to retain all active
hourly employees of the original firm. This amicable 
settlement avoided costly dislocation for 139 
workers. Twenty-five salaried employees, however, 
did lose their jobs.
Table M-l
Economic Activity Measures 











Percentage point change . .
Leading indicators: 
Average weekly hours .... . 
UI initial claims ...........
New dwelling units ........
Muskegon indexes: 
Leading indicator" .........




























SOURCE: The Institute, 
a. Adjusted for seasonal variations.
b. See appendix tables for detail on local and national com 
ponents.
The increase in employment should be abetted by 
the availability of well-trained employees, in part 
because of the efforts of the Muskegon Chamber of 
Commerce. This group was recently presented a 
Presidential Citation for its innovative employment 
and training program. Also, a high proportion of 
local public school students have passed the 
statewide educational assessment tests.
Expansion of tourist facilities provides local 
leaders with new opportunities for attracting con 
vention business. They are off to a good start. The 
Michigan Jaycees convention will be held at the new 
Harbor Hilton this spring.
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Table K-2 
Kalamazoo Statistics for Selected Months
Leading indicators: 
Average weekly hours .....
UI initial claims ..........
















































































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Indexes from the Upjohn 
Institute. Other data from the Michigan Employment Security Commission.
Table M-2 
Muskegon Statistics for Selected Months
Leading indicators: 
Average weekly hours .....
UI initial claims ..........




















































































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Indexes from the Upjohn 
Institute. Other data from the Michigan Employment Security Commission.
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Table A-l 
Index of Help-Wanted Advertising (1982=100)
Annual averages (Selected years)
Area
Battle Creek ... 
Grand Rapids . . 
Kalamazoo ... ....
West Michigan, 4 areas 





























































































SOURCES: West Michigan indexes based on employment ad counts supplied by the Battle Creek Enquirer, Grand Rapids Press, Kalamazoo 
Gazette and Muskegon Chronicle; United States and Detroit indexes derived from the (1967=100) series of The Conference Board.
Table A-2 
Index of Leading Indicators (1982=100)
Annual averages (Selected years)
Area






















































































SOURCE: The Upjohn Institute.
Technical Note
As presently constituted, the components and the range of weights used in the Indexes of Leading Indicators 
are as follows:
1. Average weekly hours of production workers in manufacturing. A separate series is used for each 
metropolitan area and for the State of Michigan. Weights range from .41 to .46.
2. Initial claims for unemployment insurance (inverted). A separate series is used for each metropolitan area 
and for the State of Michigan. Weights range from .08 to .11.
3. New dwelling units put under contract (4-term trailing average). A separate series is used for each 
metropolitan area and for the State of Michigan. Weights range from .03 to .11.
In addition, each area's index includes the following national measures:
4. The proportion of firms reporting an increase in new orders. Weights range from .09 to .11.
5. The proportion of firms reporting an increase in purchased materials prices. Weights range from .10 to 
.12.
6. The proportion affirms reporting an increase in purchased material inventories. Weights range from .10 
to .11.
7. The proportion of firms reporting a change in vendor performance (slower delivery time). Weights range 
from .08 to .10.
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Table A-3 
Components of the Index of Leading Indicators
1. Average Weekly Hours of Production Workers8
Annual averages (Selected years)
Area
Battle Creek ............
Kalamazoo . . ....
West Michigan, 4 MSAs . 





























































































2. Initial Claims for Unemployment Insurance (Average per week)
Annual averages (Selected years)
Area











. . 2,206 




















































































3. New Dwelling Units • Put Under Contract
Annual averages (Selected years)
Area
Battle Creek .... ...
Kalamazoo
West Michigan, 4 MSAs 
















































































National Purchasing Management Survey"
Annual averages (Selected years)
Indicator
4. New Orders
5. Change in Inventories . . . 
6. Vendor Performance
7. Changes in 



























































SOURCES: Average weekly hours and initial claims based on information from Michigan Employment Security Commission; number of 
housing units put under contract, F.W. Dodge Division, McGraw Hill Information Systems Company; survey data from the National 
Association of Purchasing Management. Seasonal adjustment by the Institute. Quarterly initial claims and new dwelling units are also 
smoothed (4-term trailing average).
a. Historic Metropolitan Statistical Area (MSA) data adjusted for Battle Creek, Kalamazoo and Muskegon by the Institute, 
b. Survey results shown here are based on percent reporting conditions favorable to economic growth minus percent reporting condi 
tions unfavorable to economic growth plus 100.
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Table A-4 
Employment Data for West Michigan MSAs and Michigan8
(Thousands of jobs - by place of work)
Wage and Salary Employment"
Annual averages (Selected years)
Labor market area
Battle Creek .... 
Grand Rapids . 
Kalamazoo . . 
Muskegon . .
West Michigan, 



















































































Annual averages (Selected years)
Labor market area
Battle Creek . . . 
Grand Rapids .... 





















































































Private Nonmanuf acturing Employment
Annual averages (Selected years)
Labor market area
Battle Creek . 























































































Annual averages (Selected years)
Labor market area






















































































SOURCE: Michigan Employment Security Commission. Seasonal adjustment and forecasts by the Institute.
a. As of January 1985, data from MESC conform to federally defined metropolitan statistical areas (MSAs). Data for Battle Creek
(Calhoun), Kalamazoo and Muskegon cover single county areas. Grand Rapids (Kent and Ottawa) remains unchanged.
b. Detail may not add to total due to founding.
c. Base year for index calculations.
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Table A-5 
Population and Income for Selected Areas
Area
Michigan .... . .....
Southwest Michigan ....
Counties in MSAs* ....
Battle Creek 
Calhoun County . ....
Benton Harbor
Grand Rapids . .... 
















. . . . 1,661,500
. . . 1,298,100
137,800





























































































































































SOURCES: 1984 provisional estimate from Current Population Reports, Series P-26, No. 83-52-C & P-25, No. 976, U.S. Department of 
Commerce, Bureau of the Census. Population and Household statistics for 1980 from Report PC80-1-B24; Income Statistics from 
Bureau of Economic Analysis, Survey of Current Business, April and August 1985. 
'"Metropolitan Statistical Areas as defined by the federal Office of Management and Budget after June 30, 1983.
Table A-6 
Average Residential Contract Mortgage Rates in Michigan
Year Jan. Feb. March April May June July August Sept. Oct. Nov. Dec.
1981 .......
1982 . . . . .
1983 .......
1984 .......
1985 . . . . .
1986 ....
































































SOURCE: Business Information Division, Federal Home Loan Bank of Indianapolis.
NOTE: The contract rate shown is for 75 percent loan-to-value ratio, 25-year maturity loans on new single family homes. Alternative
plans allow mortgage rates to be adjusted, varied, blended, or shared.
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Table A-7 
Selected Labor Market Indicators
Average for manufacturing production workers8 
March 1986
(Not adjusted for seasonal variations)































































































SOURCES: U.S. Department of Labor and the Michigan Employment Security Commission (MESC) (most recent benchmark), 
a. Preliminary. Earnings include overtime and part-time wages.
b. The unemployment rate for the civilian labor force in Michigan shown here are adjusted for seasonal variations. Rates for 
metropolitan statistical areas (MSAs) and the other labor markets shown here are not adjusted.
Table A-8 
Commercial Banking Data - Kalamazoo







Commercial & Industrial . 
Consumer ..............


















































SOURCE: Quarterly call reports of seven out of eight commercial banks in Kalamazoo County. Does not include other financial institu 
tions.
NOTE: Amounts shown are in current dollars and are not adjusted for seasonal variations. Industrial development obligations are of 
the state or political subdivisions in U.S.
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Table A-9 
Consumer Price Index (CPI), U.S. City Average (1967=100)
Annual 












CPI for Urban Wage Earners and Clerical Workers - All Items (CPI-W)
302.7 303.3 303.3 304.1 305.4 306.2 307.5 310.3 312.8 312.2 311.9 312.2 
311.8 312.7 314.0 316.0 317.3 318.3 [Discontinued after June 1985 . ...... . ......]
CPI for Urban Wage Earners and Clerical Workers • All Items (CPI-W) • New Series*
312.6 313.9 315.3 316.7 317.8 318.7 319.1 319.6 320.5 321.3 322.6 323.4 
324.3 323.2 321.4
CPI for All Urban Consumers • All Items (CPI-U)
305.2 306.6 307.3 308.8 309.7 310.7 311.7 313.0 314.5 315.3 315.3 315.5 
316.1 317.4 318.8 320.1 321.3 322.3 322.8 323.5 324.5 325.5 326.6 327.4 
328.4 327.5 326.0
SOURCE: Bureau of Labor Statistics, U.S. Department of Labor.
NOTES: Monthly data shown above are for all items and are not adjusted for seasonal variations. Unadjusted CPI data are used exten 
sively for escalation purposes. Although the CPI is often called the "Cost-of-Living Index," it measures only price change, which is just 
one of several important factors affecting living costs. The CPI-W and CPI-U series are all linked historically to the original CPI Index 
for Urban Wage Earners and Clerical Workers.
* Effective in January 1985 the home ownership component of the CPI-W was changed to a rental-equivalence basis. 
PERCENT CHANGE: Movements of these indexes from one tune period to another are usually expressed as percent changes rather 
than changes in index points. Index point changes are affected by the level of the index in relation to its base period while percent 
changes are not. Example of computation follows:
100 x 318.5 (1985 annual avg.) - 307.6 (1984 annual avg.) =3.5%=percent change in CPI-W. 
307.6 (1984 annual avg.)
Table A-10 
Michigan Statistics for Selected Months
Leading indicators: 
Average weekly hours
UI initial claims ..........








Percentage point change . .
Michigan index 




































































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Index from the Upjohn 
Institute. Other data from the U.S. Department of Labor and the Michigan Employment Security Commission.
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New Subscription Rates 
for
BUSINESS OUTLOOK
In order to increase readership, the Upjohn Institute has reduced the 
price of BUSINESS OUTLOOK for smaller businesses and for 
individuals.
For larger firms we have maintained the initial price, but will now provide 
additional subscriptions with each regular order.
Our price list is tied to your firm's size as follows:
• For individuals and firms with less than 50 employees, we offer 
one subscription (4 issues) for only $20.
• For firms with 50 to 250 employees, an order will comprise
2 subscriptions for a total price of $35.
• For firms with over 250 employees, an order will comprise
3 subscriptions for a total price of $45.
For orders that include multiple subscriptions, we will accept phone 
requests to:
1. have individual issues mailed to different addresses;
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